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S u m m a r y  o f  C u r r e n t  S y s t e m
P i l l a r  1 P i l l a r  2 P i l l a r  3

Type: ♦  Defined-benefit

Participation: ♦  Mandatory

Management: ♦  Publicly-managed

Financing: ♦  PAYGO

Coverage: ♦  Employed citizens, special
provision for war veterans

Eligibility: ♦  Age 65 years (men) or age 60
years (women) and fulfilled
minimum contribution period

C h a l l e n g e s  F a c i n g
P e n s i o n  S y s t e m

! Chronic pension fund shortfalls

! Early retirement age

! Contribution evasion

! Demographic shifts

S u m m a r y  o f  C u r r e n t
P e n s i o n  S y s t e m

The social insurance system in Georgia is comprised
of three funds: (1) an Employment Fund, (2) a Health
Fund, and, (3) a Social Security Fund. The
Employment Fund provides unemployment benefits
and the Health Fund provides healthcare benefits. The
Social Security Fund provides retirement, survivor,
and disability pensions for all workers financed on a
pay-as-you-go (PAYGO) basis. Fund contributions are
collected through a mandatory payroll tax on
employers and employees at a rate of 26 percent and 1
percent, respectively. The government provides
needed funding if the pension system incurs deficits.

Benefit eligibility when two conditions have been
attained. First, workers have reached the minimum
retirement age, which is 65 years for men and 60 years for
women. Second, workers have reached the minimum
contribution period, which is 25 years of employment for men
and 20 years for women.

Pension benefits are generally amount to 55 percent of average
earnings plus 1 percent of earnings in excess of minimum
contribution period. Average earnings are based on the wage
for the last year of employment or the average wage from the
last five years, whichever is higher.

In an effort to improve the provision of pension benefits, the
government increased pension benefits by approximately 15
percent in January 1997 and by an additional 20 percent in
August 1997. Although the overall percentage increase was
significant, the retiree standard of living did not improve , as
benefit increases occurred to compensate for higher cost of
living.

Challenges Facing Pension System
One problem facing the Georgian pension system is the low
ratio of current contributions to pension beneficiaries. The
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SELECTED INDICATORS

Year

Demographic 1998 2020

Total Population (in thousands) 5,109 4,767

Life Expectancy at Birth (Years) 64.79 71.74

Total Fertility Rate (Child Born per Woman) 1.54 1.67

Age Dependency Ratio (percent) 28.8 31.0

1980-2000 2000-2020

Average Annual Rate of Population Growth (percent) 0.0 -0.3
Source: U.S. Bureau of the Census. International Data Base.

Economic 1996

GNP (PPP in billions)1 9.8

GNP Average Annual Growth Rate, 1995-1996 (percent)1 n/a

GNP Per Capita (in PPP)1 1,810

Inflation Rate (percent)2 39.4

Labor Force Participation Rate (percent)3 48.8

Unemployment Rate (percent)4 21.0
Source: 1World Bank; 2IMF; 3International Labour Office; 4Central Intelligence Agency.

Pension 1997

System Dependency Ratio, 1996 (percent)1 54.9

Employee Contributions for Pensions (percent of earnings)2 1.0

Employer Contributions for Pensions (percent of payroll)2 26.0

Public Pension Spending as % of Government Spending, 19963 12.2

Public Pension Spending as % of GDP, 19963 1.7
Source:); 1IMF (May 1998); 2IMF Survey (1997); 3de Castello Branco (1998).

government attempted to mitigate this problem by raising the
retirement age in 1996. Initially, there was an increase of
50,000 beneficiaries as individuals registered for benefits
before the new policy was implemented. However, this
increase was only temporary as total number of pensioners
dropped by 9,000 beneficiaries at the end of 1997. Another
factor affecting this ratio is the level of payroll taxes imposed
on employers, which contributes to contribution evasion.

With large numbers employed in the private and agricultural
sectors, coupled with a narrow tax base, the ability to apply
and collect the appropriate taxes have placed a further burden
on the pension system.  Improvements in tax collection within
all employment sectors will an important factor determining
the future success of the pension system.

Although there was a relatively small increase in the number
of eligible pensioners from 654,635 in 1990 to 769,856 in
1998, pensioners as a percentage of the working age
population increased by almost 25 percent. This demographic
shift contributed to the increasing fiscal burden. Between 1994
and 1996 the provision of public pension benefits increased
from 0.8 percent to 1.7 percent of GDP. Similarly, public
pension expenditure as a percentage of total general
government spending increased from 3.4 percent to 12.2
percent for the same period. In addition, the Georgian
government transferred $23.1 million into the social security
fund to finance pension benefits for 1997. Similarly, in 1998
approximately $11.6 million will be set aside for public
pension benefit provision.

Pension Reform Efforts
Georgia recognized the need to improve their social safety net
following a period of economic crisis between 1991 and 1994.
Reform efforts began in 1994 with efforts to more closely
target beneficiaries. For example, pension benefits were
limited to non-working beneficiaries.

The government is also considering other reform proposals,
such as converting the defined-benefit to a defined-
contribution system. Although this may increase the burden on
the central budget, no definite decisions have been made. A
draft law outlining the establishment of private pension funds
has been proposed and is awaiting government approval. By
providing individual pension accounts, the government
anticipates decreases in the incidence of evasion.

Finally, the government intends to pursue a privatization
policy, which is expected to improve financial and capital
market activity and also contribute to economic growth. As of
January 1998, many of the country’s small enterprises have
been privatized.

Pension Reform Efforts by Pillar

P i l l a r  1 P i l l a r  2 P i l l a r  3

Papers issued on state
of pension systems " "

Formulation of
proposals "

Development of draft
legislation "

Introduction of
legislation by
parliament

Review of legislation
by parliament

Passage of legislation
by parliament

Implementation of
legislation


